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Since April, Peru's privatization program has moved slowly, with only a few small state fishing
installations sold in late May to private investors. Nevertheless, the government is pushing forward
with plans to sell off a number of large state firms during the second half of the year. In February
and March, the government temporarily suspended the privatization of state firms to await the
outcome of the April 9 general elections, since investors appeared reluctant to participate in auctions
until the country's political future became clear. Nevertheless, in mid-April after President Alberto
Fujimori won a sweeping victory at the polls to serve a second term the government immediately
reinitiated the privatization program. During the second half of April, the government awarded the
Banco Continental the country's third largest bank and the Cahua hydroelectric plant to private
firms, which offered a total of about US$298 million for the two enterprises (see NotiSur, 03/09/95,
03/23/95, and 05/04/95). Since April, however, the privatization program has moved very slowly.
On May 30, the government sold eight cold- storage fish facilities owned by the Empresa Publica de
Servicios Pesqueros (EPSEP), the government agency that markets fresh fish in Peru. Four facilities
in Huanuco, Huancayo, Huancavelica, and Cerro de Pasco all in central Peru were bought by the
Peruvian firm Casamar for a total of US$883,000. The other four plants, located in the south of Peru,
were acquired by EPSEP workers, who formed a new company, Adimar, to run the operations.
Adimar paid US$950,000 for the installations.
Also, in mid-May, the consortium that won the bid in April for Banco Continental which includes
Spain's Banco Bilbao Vizcaya and the Peruvian investment company Grupo Brescia paid the
government US$196 million in cash for the firm and took over its administration. The consortium
had promised a total of US$256 million for 60% of shares in the bank. The remaining US$60 million
is to be paid off with canceled debt paper.
Finally, in early June, the government awarded a contract to First Boston, in partnership with the
Peruvian firm Macroinvest, to advise the government on the terms for a second attempt to sell off
Centromin, the state mining conglomerate located in the central Andes. A government auction to
sell Centromin in May 1994 failed after all the firms that had originally expressed interest in the
company failed to submit bids at the eleventh hour, apparently because the government's base price
for the firm was considered too high.
The government's Special Privatization Committee (Comite Especial de Privatizacion, CEPRI) had
requested US$340 million for the company of which US$60 million could be paid for with debt paper
plus a commitment by the winning bidder to invest at least US$240 million in the first three years of
operation (see NotiSur, 08/04/94). Centromin is a huge complex that includes seven lead, zinc, silver,
and copper mines, as well as smelting-refining installations and four independent hydroelectric
facilities. First Boston, which will submit a new privatization proposal to the government by late
July, is expected to recommend that the company be broken up into separate operating units, which
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should be more attractive to investors. In addition, the base price and investment commitments will
likely be reduced. Although no other concrete steps have been taken in the privatization program
since early June, the government is now completing the final preparations to sell off a number of
large state enterprises during the second half of the year, beginning with the sale of the national
steel company Siderurgica del Peru (Siderperu) on Aug. 18. Siderperu, located in the port city of
Chimbote, has a production capacity of 500,000 metric tons and supplies about 50% of the Peruvian
market. In 1994, the company sold 240,000 MT, representing revenue of US$96 million. CEPRI is
requesting US$54 million for the firm.
The government recently agreed to assume US$130 million of Siderperu's debts to make the
company more attractive to investors. Bidding information for companies interested in participating
in the auction went on sale in late May. In late September, the government is also expected to
sell off the water and sewage facility for Greater Lima (Empresa de Servicios de Agua Potable y
Alcantarillado, Sedapal). Final details on the privatization terms must yet be announced, but CEPRI
is expected to demand that the winning bidder invest US$600 million in the first five years of the
30-year operating concession, and US$1 billion by the end of ten years. Sedapal has a monopoly
on water distribution in the capital and its surrounding zones, but the company's infrastructure is
in decrepit condition, according to officials. "The system of water pipes is in a deplorable state, to
the point that only a few central tubes are actually functioning," said Guillermo Cox, head of the
committee set up by CEPRI to oversee Sedapal's privatization. The operating concession will be
granted to the firm that promises the lowest tariffs and best quality service in the auction.
Three foreign consortia have already pre-qualified to bid on Sedapal: a consortium comprising
two French firms, Lyionnais des Eaux and Compagnie Generale des Eaux; a Spanish consortium
that includes Canal de Isabel II and Hibedrola; and a consortium headed by the US-based Axell
Group. Among other large privatizations scheduled for August- December are the sale of five
generating plants run by Electroperu, the electrical utility for areas outside of Greater Lima. The
sale of the Cahua hydroelectric plant in April marked the first step in Electroperu's privatization.
The remaining plants are located in Carharquero, La Ventanilla, Tumbes, Canon del Pato, and
Chimbote/Trujillo. In addition, in November the government plans to sell Edegel, the electric
generating utility for Greater Lima. A number of auctions for small state firms are also scheduled
to take place in the coming weeks and months. In August, for example, the second phase of the
privatization of Pescaperu is set to begin with the sale of fishmeal plants in Chimbote, Huarmey,
Supe Norte, and Tambo de Mora, plus the privatization of one fish oil refinery.
Pescaperu, which is being auctioned off in parts, includes a total of 22 fishmeal factories, 4
fish oil plants, 3 shipyards, and a transportation company. Still, notwithstanding the Fujimori
administration's ambitious privatization agenda for the rest of the year, public controversy has so
far delayed government efforts to sell the state oil company Petroperu, which is the largest firm
targeted for sale. During the election campaign early this year, President Fujimori promised to
convoke a national debate on Petroperu, since a voter survey in January conducted by the private
polling firm IMASEN found that 54% of the electorate opposes the sale of the oil company, which
is considered a "strategic" industry valued at about US$1 billion. In fact, in mid-June some 10,000
Petroperu employees held a 48-hour work stoppage to protest the government's privatization plans,
marking the second time since January that oil workers have shut down operations to pressure the
Fujimori administration.
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Petroperu employees fear massive layoffs once the firm is sold. The oil workers grouped in the
Federacion Nacional de Trabajadores Petroleros (Fenpetrol) request that the government open
the oil industry more to private investment, rather than sell Petroperu outright. "Instead of
privatizing Petroperu, the government should increase incentives to attract private investors into
petroleum activities," said Miguel Freitas, Fenpetrol's secretary general. In early May, the Fujimori
administration invited opposition organizations to submit written proposals to the government on
alternative strategies for dealing with Petroperu.
According to officials, the government has received 23 recommendations, which CEPRI is now
reviewing. But even if the Fujimori administration reconsiders some of the terms of privatization, the
government is not expected to halt the firm's sale. Meanwhile, in separate but related developments,
since May the government has announced new investment plans by foreign firms in oil exploration
and exploitation activities. In mid-May, the US firm Arco signed a contract with the Ministry of
Energy and Mines to invest US$50 million to explore and exploit oil reserves in northern Peru.
And, on July 17, Chevron Overseas Petroleum won a bid to explore for oil and natural gas deposits
in a region encompassing about 719,000 hectares, located 440 km east of the capital. The total to be
invested and the terms of the contract must yet be announced. According to Minister of Energy and
Mines Daniel Hokama, to date the government has signed a total of 26 exploration and exploitation
contracts with foreign oil firms, which have promised to invest a combined total of US$350 million.
"We are at the start of a petroleum boom in Peru similar to that experienced in the 1970s," said
Hokama. [Peru Economic News, US Embassy-International Market Insights (Lima), 05/12/95,
05/16/95, 05/18/95, 06/08/95; Financial Times, 06/30/95; Agence France-Presse, 05/03/95, 05/06/95,
05/08/95, 05/11/95, 05/18/95, 05/25/95, 05/27/95, 05/29/95, 05/31/95, 06/01/95, 06/05/95, 06/06/95,
06/12/95, 06/15/95, 06/17/95, 06/19/95, 07/03/95, 07/04/95, 07/06/95; United Press International,
05/23/95, 07/11/95; Peru Newsletter, Embassy of Peru (Washington, DC), 06/08/95, 07/11/95; Notimex,
05/24/95, 05/31/95, 07/13/95; Reuter, 05/16/95, 06/08/95, 06/13/95, 06/19/95, 07/04/95, 07/17/95]
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